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and may not begin before the employee
enters on duty with the agency. Stu-
dent loan repayment benefits must be
in addition to basic pay and any other
form of compensation otherwise pay-
able to the employee involved. Tax
withholdings must be deducted or ap-
plied at the time any payment is made.
Tax withholdings may not be spread
out over time. Since these tax implica-
tions could create a financial hardship
for the recipient of the repayment ben-
efit, agencies can lessen the impact of
tax withholdings on an employee’s pay-
check in one of the following ways:

(1) Agencies can make smaller pay-
ments at periodic intervals throughout
the fiscal year rather than issue pay-
ments under this part in one lump sum;

(2) Employees can write a check to
the paying agency to cover their tax li-
ability rather than have the tax liabil-
ity withheld from the employee’s pay-
check;

(3) Agencies can deduct the amount
of taxes to be withheld from the loan
repayment benefit before issuing pay-
ment to the holder of the loan.

(4) Agencies are strongly advised to
consult the Internal Revenue Service
for further details concerning these op-
tions as well as the tax withholding
implications of payments under this
part.

(b) Loans to be repaid. Before author-
izing loan repayments, an agency must
verify with the holder of the loan that
the employee has an outstanding stu-
dent loan that qualifies for repayment
under this part. Agencies should verify
remaining balances to ensure that
loans are not overpaid. An agency may
repay more than one loan as long as
the loan repayments do not exceed the
limits set forth in paragraph (c) of this
section.

(c) Sice of payments. In determining
the size of the loan payments, an agen-
cy should take into consideration the
employee’s value to the agency, and
how far in advance the agency can
commit funds. If budgetary consider-
ations are an issue, agencies have the
discretion to determine the repayment
benefit amount given to an employee
each year. This type of arrangement
must be included in the written service
agreement with the employee. The
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amount paid by the agency is subject
to all the following maximum limits:

(1) $10,000 per employee per calendar
year; and

(2) A total of $60,000 per employee.

(d) Employee responsibility. The em-
ployee will be responsible for making
loan payments on the portion of the
loan(s) that continues to be the em-
ployee’s responsibility. Payments
under this part do not exempt an em-
ployee from his or her responsibility
and/or liability for any loan(s) the indi-
vidual has taken out. The employee
will also be responsible for any income
tax obligations resulting from the loan
repayment benefit.

[66 FR 2791, Jan. 11, 2001, as amended at 69
FR 21039, Apr. 20, 2004]

§537.107 Service agreements.

(a) Before any loan repayments may
be made, an agency must require that
the employee sign a written agreement
to complete a specified period of em-
ployment with the agency and to reim-
burse the agency for loan repayment
benefits, when required by §537.109.
This agreement may also specify any
other employment conditions the agen-
cy considers to be appropriate, such as,
but not limited to, the employee’s posi-
tion and the duties he or she is ex-
pected to perform, work schedule, or
level of performance.

(b) The minimum period of employ-
ment to be established under a service
agreement must be 3 years, regardless
of the amount of loan repayment au-
thorized. Agencies can state in their
service agreements that increases or
renewals of payments made under this
part can be made without requiring the
employee to enter into a new service
agreement.

(c) A service agreement made under
this part in no way constitutes a right,
promise, or entitlement for continued
employment or noncompetitive conver-
sion to the competitive service. This
language should be stated in the serv-
ice agreement.

§537.108 Loss of eligibility for loan re-
payment benefits.

(a) An employee receiving loan re-
payment benefits from an agency will
be ineligible for continued benefits
from that agency if the employee:
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